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THE TREND OF ECONOMIC RESTORATION SINCE THE 
DAWES REPARATION SETTLEMENT! 
BY 


E. G. BURLAND 


FOREWORD 


The recommendations of the Dawes Committee of Experts, though 
submitted to the Reparation Commission on April 9, 1924, were not 
finally accepted by the governments concerned until the end of the 
following August. Less than a year has passed, then, since the so- 
called ‘‘ plan’’ came into operation. Obviously, therefore, insufficient 
time has elapsed for any economic improvement that may have been 
encouraged by the settlement to be reflected unmistakably in perma- 
nent statistics. Nevertheless, considerable improvement may be 
vouchsafed. The reparation settlement itself was limited in scope 
by its terms of reference and is not to be credited with too much 
immediate betterment in world conditions outside the problem of 
reparation, but on the other hand, the economic stabilization of the 
enemy country—an event of great psychological as well as economic 
importance—and the rebirth of confidence everywhere, which fol- 
lowed the actual setting in motion of economic restoratives, must 
not be underestimated. Perhaps the trend of economic restoration 
can best be indicated by a review in very general terms of the diffi- 
culties and the manner in which they have been attacked. 


REPARATIONS 


THE PROBLEM 


The unsettled problem of reparations was at the bottom of a 
pyramid of difficulties in the way of post-war rehabilitation. For 
example, with reparations in an indeterminate state, the settle- 
ment of inter-ally debts could not be seriously thought of. Though 
it was soon recognized that Germany could not pay the total cost 
of the war, no European country ever dreamed of letting Germany 


1 This article is dated August 8, 1925. 
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off at a sum less than enough to repay all the Allies had borrowed 
externally, in furtherance of the war. Reparations and inter-ally 
debts have thus had an interdependence which made it impossible 
to force a settlement of the latter, until the former should be settled 
on a working basis. With these two questions unsolved, permanent 
stabilization of the various European currencies was impossible; a 
country cannot permanently stabilize its currency until it knows, 
at least within certain limits, the amount of its external debits and 
credits. Furthermore, until confidence in the integrity of freely 
accepted obligations was reestablished, the lending countries of the 
world would refuse to extend international loans and credits in the 
degree in which they were greatly needed by the war-impoverished 
countries. Without credits and loans, commerce would lag and in- 
dustry would have little hope of recovery. And in such a condition, 
taxes would be unsound and inadequate, and thus budgets unbal- 
anced. This in turn would mean inflation and fluctuating exchanges, 
thus adding to the general breakdown. 


Capacity TO Pay 


That capacity to pay was to be a vital factor in the reparations 
settlement was suggested at the International Trade Conference at 
Atlantic City as early as October, 1919.2. It was later affirmed in 
strong terms at Genoa* in May, 1922, the dangers of an excessive 
burden of external debt being emphasized; “. . . If the burden 
of any country’s external obligations is beyond its capacity to pay, 
and it cannot be assisted by foreign loans, the effort to meet those 
obligations must accordingly result on the one hand in dislocation of 
markets in other countries, and on the other hand, in a continuous 
depreciation of the currency of the debtor country which will entirely 
prevent it from making any start whatever in the direction of stabili- 
zation.” But it was not until 1924 that a solution of the problem 
on the basis of capacity to pay was worked out. 


THE SOLUTION 
By 1923, commercial and financial interests, in both Europe and 
America, were experiencing all the handicaps to ‘trade the economists 
2 Address by Norman H. Davis, p. 208, Report of Proceedings 


3 International Economic Conference, Genoa, May, 1922, Revert of the Sub-commission 
on Currency and Exchange. 
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had prophesied at Brussels and Genoa, and agitation for a solution 
was redoubled.‘ The principal Allied governments, similarly under 
the pressure of continuous economic depression, and fully in posses- 
sion of the grim fact that hypothetical sums could not be coliected 
from Germany, and that physical force alone would not bait a debtor 
into payment, were anxious for any workable solution. The result 
was the now famous Dawes Report, which proposed a solution based 
on the debtor’s capacity to pay, and predicated on the robin 
economic recovery. 

The creation of a plan which debtor and creditor alike would 
accept, and the final adoption of such a plan, has had a great psycho- 
logical effect on the world. Confidence has been established to a 
promising degree. International loans and credits were resumed, 
the permanent stabilization of currencies became possible—in short 
the breath of life seemed to have been breathed into the machinery 
of economic restoration. First and foremost, the German mark was 
stabilized and the gold standard restored, and Germany was actually 
set to work to find the means of paying reparations. This, in turn, 
gave new hope for the payment of inter-ally debts, and for the re- 
sumption thereafter of normal economic interrelationships. 


PROGRESS OF THE REPARATION SETTLEMENT 


On May 30, 1925, S. Parker Gilbert, the Agent General of Repara- 
tions, made an encouraging report of the progress of the reparation 
settlement under the Dawes Plan. The installation of collection, 
distribution, and control machinery was quickly completed after the 
Plan was accepted on August 30, 1924. The German External Loan 
of 1924, which was part of the Plan, was over-subscribed, and funds 
were made available for the stabilization of the German mark, for 
the payment of the first year’s annuities, and for financing early 
deliveries in kind. 

Reparations Payments. Payment of reparations started immedi- 
ately. A general balance shows that on May 31, 1925, France had 
received payments amounting to 305.4 millions of gold marks, in 
all forms; Great Britain, 158.6 millions; Belgium, 72.2 millions; and 
Italy, 48.8; and in addition, the service of the German External 
Loan, as well as administrative costs of all the treaty commissions 


4 See Resolutions adopted at the Second General Meeting of the International Chamber 
of Commerce, Rome, March, 1923. 
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concerned, had been met. In addition, the lesser creditors had been 
paid to the following extent: the Kingdom of the Serbs, Croats and 
SloVenes, 22.0 millions of gold marks; Roumania, 5.1 millions; Japan, 
3.7 millions; Portugal, 3.7 millions; Greece, 2.0 millions; and Poland, 
about 40 thousand gold marks. This is in full accord with the antici- 
pations of the Experts Plan. The payments were made roughly in 
the following manner: deliveries in kind, which include coal and its 
products, transport of coal and its products, fertilizers, dye stuffs, 
and miscellaneous goods, 40.0 million gold marks; contribution to the 
restoration of the Library at Louvain, Belgium, 0.7 millions; pay- 
ments by means of the French and British Reparation Recovery 
Acts, which exact a 26 per cent. tariff on German goods, to be applied 
to the reparation account, 132.5 millions; costs of the occupation, 
armies, requisitions, etc., 149.2 millions; service on the German 
External Loan of 1924, 41.6 millions; and administrative costs of all 
bodies connected with the Treaty of Versailles and the Dawes Plan, 
18.9 millions. , 

In the short period of operation, questions involving the program 
of deliveries in kind, the Reparations Recovery Acts whereby Eng- 
land and France impose a duty of 26 per cent. on German exports 
to them, for account of reparations, the transfer of marks into foreign 
currencies, and all other problems of organization and function 
have been successfully met. 

Economic Recovery in Germany. But the most striking feature of 
the report is the economic recovery in Germany, the immediate goal 
of the Dawes Plan. The German budget for 1924-1925 had antici- 
pated a substantial deficit, but the final figures showed receipts far 
in excess of the estimates; in fact, an increase of 40 per cent., whereas 
the budgeted expenditures showed savings. As a result, the antici- 
pated deficit turned out to be a surplus, in spite of the fact that the 
government met many new demands for expenditure which were 
not included in the original budget. Though the 1925-1926 budget 
estimates show a small deficit, this is to be met by known taxes, 
those on tobacco and beer. 

Currency Reform. Certain provisional measures of currency re- 
form were set in motion in Germany when in the autumn of 1923 
the paper mark had so depreciated that it had to be abandoned as a 
standard of value. First, the Rentenbank was created on October 
15, 1923, to provide a stable currency out of mortgage notes on the 
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agricultural, trade and manufacturing interests of the country, and 
thus create a source of loans to the German government. The 
Rentenbank fulfilled its purpose, but with the establishment of a 
gold basis of calculation, particularly in the payment of taxes, a 
great demand was felt for currency and credit, which, in turn, re- 
quired temporary restrictive measures to the extent of rationing 
credit until the end of 1924. 

On May 19, 1924, the Golddiskontbank was created, capitalized 
within Germany on the basis of sterling, in order to mobilize gold 
credits for German trade and industry; but with the coming into 
existence of the Reparations Plan, and the strengthening of the 
Reichsbank, the assets of the Golddiskontbank were absorbed, and 
it became substantially a department of the Reichsbank. 

Stabilization of the Mark. Under the Experts Plan the Reichsbank 
was formally reconstituted on October 11, 1924, and the German 
External Loan of 1924 put it in possession of the equivalent of 800 
million gold marks in foreign currencies. This and various other 
foreign loans which eventually found their way to the Reichsbank, 
have been amply sufficient to maintain the stability of the newly con- 
stituted reichsmark both at home and abroad. The paper reichs- 
marks in circulation have been kept within proper limits, albeit still 
below the volume of currency in circulation before the war, and the 
retirement of rentenmarks over a ten years’ period has been under- 
taken. Private bank credit is still below the pre-war volume, but 
the accounts of private banks have shown substantial and consistent 
enlargement since January 1, 1925. Indications likewise are that the 
German people are returning gradually to the habit of saving, the 
savings deposits having increased steadily at an average rate of 
about 15 per cent. per month since November, 1924. 

Other Adjustments. Germany’s foreign trade has thus far failed 
to produce a favorable balance, and the country’s ability to restrict 
unnecessary imports, and reestablish its exports in the markets of 
the world, will be an important factor in the final solution of the 
transfer problem. Withal, commodity prices in Germany, which 
arose sharply after the 1924 restrictions of credit were relaxed, turned 
downward in January, 1925, and have continued a gradual decline. 
While unemployment is still a problem, the number of jobless on 
May I, 1925, was 320,800, or about 54 per cent. of the 588,500 out 
of work on September 1, 1924. 
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General. In concluding his report to the Reparation Commission, 
the Agent General thus recapitulates: 

“This review . . . is sufficient to show that much has been 
accomplished. Much, however, remains to be done. . . . The 
Plan has realized its two essential preliminary objects. The German 
budget ... has shown a safe balance. . . . Germany has 
also succeeded in providing and maintaining a stable currency.” 

The Experts Plan itself contained the thought, “‘ the reconstruction 
of Germany is not an end in itself. It is only part of the larger 
problem of the reconstruction of Europe.” So, in enabling “Germany 
to satisfy her own essential requirements and meet her treaty com- 
mitments,” the Dawes Plan has thus far been successful. 

Looking to the future the report strikes a hopeful note, but ad- 
monishes: ‘‘The Experts Plan proposed in effect an international 
experiment in good will . . . to remove from the field of con- 
troversy a subject . . . largely economic in character, and to 
give a fair trial to methods of patient inquiry and quiet administra- 
tion. In carrying it out . . . all the agencies concerned . . . 
have worked together loyally. . . . Its further progress will 
depend upon the continuance of that mutual faith and confidence 
which have made possible a satisfactory beginning.” 


REMAINING PROBLEMS 

The greatest remaining problem in connection with reparations 
is that of the transfer of future maximum gold mark surpluses into 
creditor currencies, a trust placed in the hands of the Transfer Com- 
mittee. All economists seem to agree that in the final analysis, the 
externalization of gold marks can only be accomplished in the form 
of surplus German goods and services which the creditor countries 
must be able and willing to absorb. At a recent meeting of the 
International Chamber of Commerce’ this problem was considered 
thoroughly by some of the best European and American minds. 
Several principal modes of externalization were considered: 


1. German export balances of trade. 


2. Deliveries in kind. 
3. “Assisted schemes”’ of development in backward colonies 


of the Allies, and 
4. Reinvestment in Germany of sums not thus transferable. 


’ Third General Meeting International Chamber of Commerce, Brussels, June, 1925, 
Resolution on Economic Restoration. 
[10] 
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The first two of these represent normal means of transferring 
wealth across national frontiers. With a balance of trade in favor 
of her exports, Germany would obviously have credits to that extent 
in foreign hands, which could be placed to the reparation account. 
Similarly, deliveries in kind apply directly to the reparations account 
and thus escape the necessity of transfer. Deliveries in kind, to be 
acceptable, however, may have to be strictly limited to such com- 
modities as will not compete with home resources. The Agent 
General of Reparations recently called attention* to the extension 
of this practice into manufactured commodities, and raw materials, 
which to a certain extent could be produced by creditor nations 
themselves. Naturally there has been a loud protest’? from the 
nations affected and this has acted as a slight deterrent. There is 
a second limitation on the practice of deliveries in kind, if it is ar- 
bitrarily extended too far into the field of individual consumer’s foods, 
it will adversely affect world trade by depressing price levels. Even 
in the field of capital goods, which if delivered to corporate municipal 
and similar bodies in creditor countries will not so much affect prices, 
the practice must not be extended so far as to strain Germany’s 
economic unity nor to deflect Germany’s productive activity into 
abnormal channels. Within these limits deliveries in kind, particu- 
larly of capital goods which can be used in the further creation of 
wealth, and delivered to corporate and public bodies where price 
psychology is stable, are to be encouraged. 

By developing these two methods the amounts of gold mark sur- 
pluses to be transferred into foreign cash values would be greatly 
reduced. The remaining sums untransferable could be invested, 
in Germany, which is the fourth item mentioned above. This last 
is obviously not a permanent solution, for it only postpones the 
immediate transfer problem by turning present untransferable sur- 
pluses into the status of funded debts. The future then would have 
to be relied on to develop ways and means of ultimate settlement, 
probably along the lines suggested by the “assisted scheme” idea. 
But before turning to item three, attention should be called to the 
various possibilities opened up by the fourth item, 4. e. investment 

® Report of Agent General for Reparation Payments, May 30, 1925, pp. 16, 17. 

1Le Temgs (Paris) on May 4, 1925, published a vigorous protest of the Chamber 
of Commerce of Lille, France, against importation of manufactured goods from 


Germany, under the heading of Deliveries in Kind. See also Le Temps of May 24, 
1925. 
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of non-transferable funds in Germany. The obvious way of accom- 
plishing this would be permanent investment in Germany. That is 
to say, the sale of claims against the Dawes gold mark annuities to 
non-German private investors who desire to make permanent in- 
vestments in Germany. But an equivalent method is the sale of 
German securities in foreign markets, which creates an immediate 
offer of foreign exchanges for German marks. Present indications 
are that this sort of borrowing may well be capable of relieving the 
difficulties of the transfer situation over the early years of payment. 
There can be little doubt but that foreign markets will continue to 
develop not only for German private securities, but perhaps also for 
the railway and industrial securities now in the hands of the Trustees 
created by the Dawes Plan, in which latter case the reparation obliga- 
tion would be shifted from official to private hands, and thus into 
much more manageable form. 

The third item, called ‘‘assisted schemes,” represents a practicable 
form of German export which may be acceptable to ally creditors. 
It is really the export of German industrial skill and materials in the 
development of backward ally colonies, such as port and railroad 
construction in French Morocco, the Belgian Congo, etc. There is 
one obvious objection to this: it is in direct competition with creditor 
industrials. But this objection seems to be met by two facts: first, 
that development will only be undertaken at points which are so 
retarded as to discourage the immediate investment of private capi- 
tal; and second, that of any given project, the Germans would per- 
form, say, the first 30 per cent. of the work, whereafter national in- 
dustrials would complete the work, using the German-constructed 
part as a margin of security on which to borrow privately for the 
completion. Such a plan, then, is feasible and would inure to the 
benefit of creditor peoples as a whole, but its wide exploitation may 
be blocked by that section of industrial interests in the creditor coun- 
tries with which exported German skill would compete. In brief, 
there is, as Sir Josiah Stamp recently put its “ . a contest 
going on between sectional or industrial interests, and national or 
financial interests, almost before the real problem of reparations pay- 
ments is begun.” 

At this point it is well to call attention to a growing belief in the 
United States that the coming years will see a startling economic 


8 Address before Third General Meeting International Chamber of Commerce, Brussels, 
June 25, 1925. 
[12] 
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growth in sections of the world at present far behind the standard 
of the few leading nations, and that this development itself, by in- 
creasing the world’s wealth and economic capacity, and thus propor- 
tionately reducing the incidence of present debt burdens, will give a 
new aspect to current economic problems and disclose new alterna- 
tives in the processes of solution. If the late war has created unnat- 
ural burdens and benefits between nations, conditions which may 
seem to militate for the moment against smooth international eco- 
nomic relations, it must not be forgotten that similar situations have 
existed in the past, and history records that the genius of men has 
hitherto been equal to the task of adjustment. Only a small portion 
of the globe is productive of economic wealth at the rate and in the 
degree which the Western nations enjoy, and if the greater portion 
should be suddenly stimulated by the achievement of the West and 
guided by the lessons of modern experience, untold sources of eco- 
nomic strength would be revealed which would be mobilized for the 
solution of general problems. This is particularly in point in the 
matter of transfers, a principal solution of which problem is said to 
lie in triangular and more complex relationships between nations in 
the fields of industry, commerce and finance. Potential new fields 
for German exports of goods and services, for example, are hidden 
in every people whose standard of living is below and may be raised 
to the average, and herein lies the possibility of revamping the routes 
of international trade and finance into schemes which may well be 
equal to the task of externalizing reparation payments, if not to 
straightening out all the dislocation caused by the war. 

The economic world is in a constant state of change, and the last 
word in adjustment cannot yet be accurately foretold. Considerable 
American opinion leans toward a hopeful attitude for the future of 
the transfer and other related problems and is inclined to shy away 
from the immediate reshaping of tariff walls, meddling with trade, and 
other forced expedients of a like nature. Many believe, in a general 
way, that the science of capitalist economics looks constantly to 
equilibrium and itself sets up automatic correctives, wherever un- 
balancing excesses appear. 

The Brussels Meeting finally agreed that, “It seems hardly probable 
that the (transfer) problem will be solved by any one means; but the 
result will be accomplished by various methods.” Hope was ex- 
pressed: ‘‘We are convinced that the evident difficulties can be over- 
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come, but only by actual experience and the continual study of events 
to which governments and the business interests of the world must 
give their most serious thought.”’ 

This seems to be a fair thought with which to leave the transfer 
problem. It was first mentioned in the report of the First Committee 
of the Dawes Experts, who recognized the problem at the outset: 
“Experience, and experience alone, can show what transfers into 
foreign currencies can in practice be made.’”’ It has recently been 
pointed out® that there is a wide divergence of views on the subject. 
But it is clear that Germany has been put on the road to health and 
the ability to produce surpluses of wealth applicable to the repara- 
tion debt, that the reparations problem has thus been started on the 
road to solution, and that all parties interested found in the Dawes 
settlement a common meeting ground for discussion of the practical 
difficulties to be encountered in making and receiving reparation 


payments. 
INTER-ALLY DEBTS 


It has already been noted that the inter-government debts arising 
out of advances made between the Allies in furtherance of the Great 
War have contributed a good share of the post-war confusion hinder- 
ing economic restoration. Debtor countries on the whole have paid 
little attention to either the principal or interest of the demand notes 
held by the United States Government. There was always the 
possibility of general cancellation such as Great Britain proposed in 
the Balfour Note. There was the excuse that since reparations from 
the defeated enemy were not forthcoming, as planned at Versailles, 
allies in the great struggle should not press or be pressed for 
settlement of war loans made toeach other. But once the reparation 
question was put on the road to solution by operation of the Dawes 
Plan, the excuse broke down. The United States straightway put 
to rout the hope of cancellation, and serious consideration by 
America’s debtors of ways and means of settlement was the almost 


immediate result. 


SETTLEMENT LONG URGED 
That some sort of settlement was prerequisite to setting in motion 
agencies of rehabilitation has long been foreseen. It was urged at 
® “The Transfer Problem, etc.,"’ by George P. Auld, The Annalist, Vol. 25, No. 647, p. 773+ 


[14] 
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Paris in 1920, though the atmosphere was still so clouded that 
little of a practicable value could be recommended. The official 
economists and the statesmen at Genoa in 1922" took a firm position 
in favor of a resolute disposition of the problem. It was urged again 
in 1923 and again in 1925.%* But from the standpoint of the United 
States, only one of the great European powers acted prior to the 
Dawes settlement, namely Great Britain, who funded her debt to 
the United States on December 15, 1922. Two of the smaller powers 
followed the lead of Great Britain, namely Finland, which funded 
on May 1, 1923, and Hungary, which funded on April 25, 1924. 
Since the Dawes Plan took effect, two other smaller countries have 
funded their obligations to the United States. Lithuania signed 
an agreement of settlement on September 22, 1924, and Poland on 
November 14, 1924, though both these agreements await ratifica- 
tion by Congress under the Debt Settlement Act. But of greatest 
importance is the fact that more recently France, Belgium, Italy, 
Czecho-Slovakia, Esthonia, Jugo-Slavia and Roumania have made 
informal proposals looking to early settlement. 


AMERICAN Dest PoLicy 


The government under the Coolidge Administration has stood 
squarely on the principle of the integrity of inter-ally debt obligations, 
an attitude which very probably has the sympathy of the country. 
More exactly, the government wants the debts funded, that is to say, 
definite provision made for repayment. It has been indicated in- 
formally, but in high places, that capacity to pay will be considered, 
and that leniency may possibly be shown in the matter of interest 
and period of payments. Even the willingness to grant moratoriums 
has not been disavowed. Recent newspaper despatches indicate 
that the United States Government might be willing to differentiate 
between purely war loans and post-armistice loans for relief pur- 


10 Resolution 17 of the Organization Meeting of the International Chamber of Com- 
merce in Paris, June, 1920: ‘International Credits cannot be restored until the amount 
and the condition of payment of the debts of the different states—allies and enemies—shall 
have been fixed.” 

ul International Financial Conference, Genoa, May, 1922, Report of Sub-Commission 
on Currency and Exchange: “Until the problem of inter-governmental indebtedness 
has been resolutely tackled, there can be no hope of final success in restoring the currencies 
or the economic welfare of Europe.” 

12 Second General Meeting, International Chamber of Commerce, Rome, March, 1923. 

8 Third General Meeting International Chamber of Commerce, Brussels, June, 1025: 
“The settlement of the question as a whole has an important bearing upon the establish- 
ment of confidence as a basis for credit and investment, and consequently will facilitate 
the balancing of budgets and the final stabilization of currencies.” 
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poses, in arriving at lenient terms of settlement. But the principal 
of the debt must be paid and without reduction. As indicated, the 
debtor countries have agitated continuously for reduction or even 
cancellation, and only reluctantly have been persuaded to seek 
funding agreements. Thus, on the political side, the question is 
clearly settled in favor of payment by the attitude of the United 
States Government. 

Perhaps a word should be said at this point regarding the official 
American attitude on inter-ally debts. Expressed American policy 
has not been based on economic considerations. As above indicated, 
it affirms the integrity-of-obligations principle and tacitly denies 
any moral obligation to show greater leniency than has been already 
shown in reducing the rate of interest from 434 per cent. to 3 per cent. 
for the first ten years and thereafter 3% per cent. and extending the 
time of payment over the exceptional period of 62 years, the terms 
of the British and subsequent funding agreements. It is estimated 
that this reduction, amounting on paper to 34.4 per cent. of the 
total sum, will about equal the difference in the purchasing power 
of the dollar between the present and the time when the dollars 
loaned were spent for American goods. 

Against this attitude there is the well-known French moral view 
that in the Great War all Allied nations pooled their efforts, that 
where one gave men, another gave food, another munitions, and 
another money; that after the United States came into the war, but 
before American soldiers were in the field, men, food and munitions 
were lost and destroyed by the enemy and that since none of these 
contributions can now be reimbursed, money contributions should 
likewise not be demanded. There is the further view that the United 
States owes much to France in return for the'aid given at the time 
of the American Revolution. Finally, there is the example of Great 
Britain, which country proposes a general cancellation all round, 
but in case the United States should not agree to cancellation, then 
collection, from friend and foe alike, of only enough to pay the 
British debt to the United States. 

As this is in the realm of politics, speculation on the right or wrong 
of the two positions would be futile. The balancing of historical 
claims is probably of greater forensic value than as a real contribu- 
tion to the ultimate solution of the question. There is a wide differ- 


“4 “Inter-Ally Debts and the United States,” National Industrial Conference Board, 
June, 1925, p. 78. 
[16] 
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ence of opinion in the world regarding the moral nature of the debts, 
but there is little doubt anywhere that cancellation of debts by the 
United States would undermine the integrity of international obliga- 
tions to a dangerous degree. As the United States continues to be 
the greatest lending country in the world, such a policy would con- 
tain obvious disadvantages. Above all, the example of Great Britain 
in proposing cancellation is not to be taken too literally. It is not 
clear to American statesmen just what relationships exist between the 
present offer to cancel and secret international understandings 
entered into before and since the war. For example, if it should 
appear that Italy’s entrance into the war on the side of the Entente 
were obtained, inter alia, by the promise of Great Britain to furnish 
supplies and munitions, cancellation of the nominal debts to Great 
Britain incurred by Italy on account of those supplies and munitions 
becomes little more than an empty gesture, certainly not a suitable 
model of conduct for the United States, which country has and had 
no secret pacts of that nature. Just how many such private arrange- 
ments exist in Europe is the knowledge of no American statesman, 
but in so far as they do exist, they give the color of political propa- 
ganda to agitation by Ally countries for cancellation of debts due 
the United States. 


Economic ASPECTS OF DEBTS 


But the debts have an economic character, which is an equally if 
not more important consideration in the minds of many Europeans 
and Americans. What is to be the economic effect on the debtor 
countries, if they are held to the debts as legally incurred? Would 
it depress and drain them beyond their healthful capacity? What 
likewise is to be the effect on the American creditor country if it 
attempts to receive in goods, services and gold, the stupendous sums 
owed? Will it depress the American purveyors of goods and services, 
and but add to the present oversupply of gold in the United States? 
These and similar questions have recently been carefully analyzed 
in a preliminary study undertaken by the National Industrial Con- 
ference Board, “ a study which commends itself to any one interested 
in the economic aspects of the inter-governmental debts arising out 


of the Great War. 


1 ‘*The Inter-Ally Debts and the United States,” Preliminary study by the National 
Industrial Conference Board, June, 1925. 
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DEBTS AND REPARATIONS SIMILAR 

















In addition to the economic effect of payment, there are two con- 
siderations regarding the inter-ally debts which are of great import- 
ance. The first has just recently“ been emphasized in the study 
mentioned above. It is that inter-ally debts involve the same 
economic phenomena as reparations, in particular, that the difficul- 
ties involved in transferring reparations must of necessity be en- 
countered in paying inter-ally debts. The wide difference in the 
political nature of the two sorts of obligations has militated against 
a clear realization of this basic fact. The most recent declaration 
of this is to be found in a resolution passed by the International 
Chamber of Commerce. In speaking of the question of reparations, 
the resolution states: “The principal considerations which apply 
to the transfer problem obtain with equal force in relation to the 
question of inter-ally indebtedness. Attempts to transfer excessive 
amounts in settlement of obligations must of necessity especially 
affect the budget and currency conditions of the country involved, 
and so disturb its financial situation.” If then trouble is foreseen, 
as it is, in transferring reparations, it must likewise be foreseen in 
transferring inter-ally debts, and the debt policy of creditor and 
debtor countries alike must take this into account. 


UNITED STATES AND REPARATIONS 


There is a second point to be noticed in any consideration of the 
debt question. The reparations hopes of Versailles have far from 
been realized and there is indication that the Allies might be content 
to receive current payments from Germany little larger than sufh- 
cient fo pay their current debt services to the United States. Great 
Britain in the famous Balfour Note of August, 1922, and in subse- 
quent declarations, announced that only enough of the debts would 
be collected from her allies and Germany, that is, from friend and 
foe alike, to pay the British debt to the United States. Belgium has 
long maintained that her debt to America must be borne by Germany 
under Section 232” of the Treaty of Versailles and more recently under 
Article 4 of the January 14, 1925, “Agreement Regarding Distribu- 

15See note, p. 17 
a3 Third General Meeting of the International Chamber of Commerce, Brussels, June 


17“*Germany undertakes . . . reimbursement of all sums which Belgium has 
borrowed from the Allied and Associated Governments . . . up to November 11, 


1918.” 
[18] 
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tion of the Dawes Annuities,’”’ which latter the United States Govern- 
ment signed and which is alleged to confirm the preferred Belgian 
position. The French Minister of Finance has announced that the 
French share of the Dawes annuities has been “indeterminately ear- 
marked”’ for the payment of France’s foreign debts. This situation, 
as has been recently pointed out,!* may make the United States the 
principal creditor and Germany the principal debtor in the entire 
mass of obligations, enemy and ally, arising out of the World War. 
This, in turn, may greatly influence the debt policy of the United 
States. If it eventuates, it is a serious question how long the United 
States can escape the chief responsibility of making Germany pay, 
and the chief burden of externalizing such surpluses as the Dawes 
annuities may show. 


GENERAL 


The most important general consideration is, perhaps, that with 
all the debtor and creditor nations committed to the Dawes settle- 
ment of the reparations problem, the way was opened for the settle- 
ment of inter-ally debts, and thus the adjustment of another cog in 
the vicious wheel of difficulties in the way of natural and normal proc- 
esses of economic restoration. Further, with debt questions settled 
in favor of the integrity of international obligations, the way is open 
for new loans, and also for European internal stabilization on the 
basis of known assets and liabilities. 


INTERNATIONAL LOANS 
NEED oF LOANS 


One of the first general meetings on international economic ques- 
tions, though private and unofficial, brought to light some of the 
prime needs for the rehabilitation of Europe. Perhaps the most 
important of these needs was the extension of credits and loans to 
the continental countries so disturbed by the war. Representatives 
of these countries voiced the need of credit in strong terms.4® And 
representatives of the countries in a position to lend, set forth the 
conditions precedent to the extension of credit. These latter may be 
‘i. ae Debts and the United States,"’ National Industrial Conference Board, 


19 International Trade Conference, Atlantic City, October, r919. See speeches of Schnei- 
der, Attolico, Janssen and du Marais printed in the proceedings. 
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summarized perhaps in the following quotations:** ‘‘Credit always 
has depended and credit must always depend on the moral and 
economic qualities of the borrower, upon his willingness to work, 
upon his ability to produce and save.” “Credit, however, will not 
be available in sufficient quantity until confidence is completely 
restored.”” This language has appeared substantially in practically 
every pronouncement on economic restoration up to consummation 
of the Dawes Plan—‘“ confidence and work.” The official conference 
at Brussels** in 1920 went into some detail: ‘The revival of credit 
requires as primary conditions the restoration of order in public 
finance, the cessation of inflation, the purging of currencies, and the 
freedom of commercial transactions.” At Genoa® in 1922, the econ- 
omists resolved: ‘‘The reconstruction of Europe depends on the 
restoration of conditions under which private credits, and in par- 
ticular investable capital, will flow freely from countries where there 
is surplus . . . to countries which are in need of external assist- 
ance.”’ Similar statements were heard on all sides, but some sort of 
mechanism was required to restore confidence, start rebuilding and 
thus loose the free flow of credit between nations. 


STIMULUS TO LOANS 
The Experts Plan went far toward providing the necessary 


impetus. The Plan itself contained provision for an 800 million 
mark external loan to Germany, and this was dramatically over- 
subscribed in practically every money market in which it was 
offered. Having successfully launched a great loan to the former 
enemy, it was almost certain that loans to the principal allies could 
be floated, at terms not less favorable. This psychology aided by 
the belief that Europe was at last serious, and had at last decided 
to go to work, was a great factor in loosing the strings to the lenders’ 
money bags. Though the Dawes Plan had primarily to do with 
the question of reparations, once reparations debtors and creditors 
alike were committed to a definite program of solution, private 
international credits began to revive. 


REVIVAL oF LOANS 
The foreign capital flotations in the American money market in 
1923 equalled only 316 millions of dollars, whereas in 1924 the total 
20 Jbid., See speeches of D. W. Morrow and N. H. Davis. 


1 Resolution of the International Financial Conference, Brussels, 1920. 
2 Resolution of the International Economic Conference, Genoa, May, 1922. 
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reached 1,248 millions, 573 millions of which were floated during 
the last quarter of the year. Not all of this went to Europe, of course, 
and foreign governments were the chief borrowers, but there were 
certain loans made to private industry in Continental Europe 
which proved a strong stimulus to the movement for industrial 
reconstruction. The flow of credit has continued through the cur- 
rent year at a rate about equal to that of 1924% and it is interesting 
to note that for the first time since August, 1920, the United States 
is exporting gold. Beginning with December, 1924, there has been 
a continuous monthly surplus of gold exports from the United States 
to foreign countries, a sign that the conclusion of the Dawes settle- 
ment marked the almost immediate beginning of a more equitable 
distribution of the world’s supply of gold. In addition to loans to 
foreign governments, private loans may be expected to continue in 
the degree that foreign enterprises can establish, in each individual 
case, the sound productive basis for borrowing, which is after all 
the normal basis of credit. 


FINANCE™ 


Under the general heading of finance may be included a great 
many of the ills Europe suffered after the war. To reduce the diag- 
nosis to the simplest possible terms, a “vicious circle” of causes or 
results—one cannot be sure which—set itself up, each segment 
depending on the other to right itself first. Taking only the principal 
ailments and starting arbitrarily with the segment, national budgets, 
the circle would be roughly as follows: practically every European 
country involved in the war has suffered from unbalanced budgets. 
This inevitably has given rise to currency inflation in the effort to 
arrive at some sort of a balance. Inflation has led to wide and rapid 
fluctuations in foreign exchange, and has also rendered internal 
commerce and industry exceedingly difficult. And in turn, fluctuat- 
ing exchange has hindered foreign trade, and further stagnated com- 
merce and industry, which thus impaired the principal sources of 


taxation. Finally, the inability of governments to raise taxes has 


_ ™ Recent figures published by the Department of Commerce show that during the first 
six months of 1925 foreign capital flotations in the United States amounted to $551,591,000. 
During the whole of 1924 foreign flotations in London were about $592,000,000. 

* For a detailed study of European financial conditions see Serial 9, Volumes I and II, 
entitled “European Currency and Finance," prepared by John Parke Young for the Com- 
mission of Gold and Silver Inquiry of the United States Senate and published by the Gov- 
ernment Printing Office during the first half of 1925. 
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led to the further unbalancing of national budgets, completing the 
circle. There have been contributory causes and secondary results 
at every link in the circular chain, but the above may be taken as 
the skeleton of the picture. 

This was the situation in Germany when the Dawes Experts 
convened at the request of the Reparation Commission. The 
Reparation Commission had decided that reparations, which to 
millions of people in Western Europe would be the only tangible 
evidence of victory, could only be paid if Germany recovered health 
enough to produce an annual surplus of wealth, and that to restore 
health was to break the vicious circle, so they decided the remedy 
to be: first, to balance the German budget, and second, stabilize 
the mark so the budget would stay balanced. If this could be done, 
the rest of the difficulties would eventually correct themselves, 


BUDGETS 

In October, 1920, the International Financial Conference, meeting 
at Brussels, included in a resolution: ‘Out of the twelve European 
countries represented at this conference, eleven anticipate a bud- 
getary deficit in the present year . . . one of the most serious 
obstacles to increase of production, reduction of prices, and the 
restoration of prosperity... . ” 

What of the current budgets? The favorable German situation 
has been alluded to elsewhere in detail. For Europe, as a whole, 
a slightly less favorable condition is to be found. Budgets may 
be balanced by increasing receipts or reducing expenditures, but 
the truly economic method is the latter. Available statistics show 
that twelve countries in Europe reduced their public expenditures 
between 1922 and 1924, whereas thirteen show slight increases. 
Of the twelve the reduction has been great enough to permit de- 
crease of the tax burden in Great Britain, Sweden, the Netherlands 
and Switzerland. There were slight reductions of expenditure, 
together with increases in revenue in Germany, Hungary and 
Austria. 

There has been great improvement in Denmark, Norway, and 
in the belligerent countries of Western Europe, France, Belgium 
and Italy, but the result has been largely due to fiscal operations 
rather than positive increases in revenues and decreases in expendi- 
tures. On the whole real progress was made in 1924. All but a very 
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few budgets were balanced without resorting to the expedient of 
inflation, and while some estimates show prospective deficits for 
1925, the general economic improvement warrants the hope that 
savings and increased revenue may poducce better results than 
can be accurately foreseen. 


INFLATION 


New inflation has practically disappeared. Four countries 
whose currencies suffered depression have restored them to pre-war 
gold par, Sweden, the Netherlands, Switzerland and Great Britain, 
the last mentioned being one of the important developments of the 
spring of 1925. In Germany, Austria, Poland and Hungary, infla- 
tion was practiced systematically and regularly for several years, 
but in every case the currencies have been stabilized at a given point 
with relation to gold, and new stable currencies on a gold basis and 
supported by adequate reserves have gone into circulation. While 
Czecho-Slovakia and Roumania have not completely stabilized 
by reform measures, they both have enjoyed comparative stabiliza- 
tion for more than two years. 

There still remain three of the principal belligerent countries 
whose currencies have not yet been definitely stabilized, namely, 
France, Italy and Belgium. Many factors have contributed to this 
condition, such as the uncertainty of reparations and inter-ally 
debts, the problem of large internal floating debts, and political 
indecision as to whether stabilization should be accomplished by 
deflation to pre-war gold par or devaluation at a given gold point. 
However, 1924 saw the first of these difficulties, the uncertainty of 
reparations, at least temporarily removed, and 1925 bids fair to 
produce general understandings in the matter of inter-ally debts. 
Progress has also been made in the funding of internal floating ob- 
ligations. It may be confidently expected with these obstacles out 
of the way, indecision as to the means of remedy will speedily 
disappear. 

It should be noted here that great progress has been made in the 
establishment of a cardinal principal of public finance in connection 
with currency stabilization, namely, the separation of currency sys- 
tems from the influence and control of politics, by the establishment 
of central banks of issue. Since 1919 eleven countries have adopted 
central banks of issue as an important step in the process of monetary 
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reform, either by reconstituting former central banks or reorganizing 
existing institutions into state banks of issue: Austria, Czecho- 
Slovakia, Danzig, Esthonia, Germany (as a feature of the Dawes 
Plan), Hungary, Latvia, Lithuania, Poland, Russia and the Kingdom 
of the Serbs, Croats and Slovenes. 


FLUCTUATING EXCHANGES 


With the stabilization of currencies at a gold point, foreign ex- 
change values cease to fluctuate beyond normal movements of the 
money markets, and the progress of stabilization is inevitably re- 
flected in the foreign exchange centers of the world. But the resump- 
tion of normal activities in money markets presupposes abolition 
of the artificial restrictions which were so frequently resorted to 
after the World War. While the principle of artificial control of 
foreign exchange has not yet been universally condemned, still 
money market conditions have greatly improved and restrictions 
in the principal Central European countries which practiced them 
have greatly relaxed. 

Although complete normalcy is dependent on general economic 
stability, still the specific danger of artificial control of exchange has 
often been specially marked as a pernicious ailment. The Interna- 
tional Economic Conference at Genoa in May, 1922, epitomized the 
general conviction :* “All artificial control of operations in exchange, 
whether by requiring license for transactions in exchange, or by limit- 
ing the rates at which transactions may be effected, or by discriminat- 
ing between the different purposes for which the exchange may be 
required, or by preventing free dealings in forward exchange is futile 
and mischievous and should be abolished at the earliest possible 
date.” 


INTERNATIONAL TRADE 


At an official international conference in 1920, it was declared: 
“. , The instability of exchanges constitutes a great hindrance 
to the resumption of normal international trade.’’ Of this basic 
principle there can be little doubt, and it is borne out by the progress 


% This attitude was previously taken at the Organization Meeting of the International 
Chamber of Commerce in Paris in June, 1920, at the International Financial Conference 
at Brussels in October, 1920, and reaffirmed at the Second General Meeting of the Inter- 
national Chamber in Rome in March, 1923. 

> International Financial Conference, Brussels, October, 1920, p. 25 of the Resolutions 
on Finance. 
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of international trade which has more or less paralleled the stabiliza- 
tion of foreign exchanges. But foreign trade has suffered and is still 
suffering many vicissitudes in the process of righting itself. The 
problems have varied widely with each country. 

Of the neutral countries, Spain and Sweden developed large favor- 
able trade balances during the war, whereas those nearer the war 
zones, é.g. Denmark, the Netherlands and Switzerland, suffered 
diminution of trade and consequently of industrial activity. This 
was followed after the cessation of hostilities by unduly large im- 
portations and it was 1922 before real improvement began, though 
once begun it progressed steadily and 1924 saw remarkable progress. 
In the belligerent countries war conditions threw trade into chaos 
and confusion, and as was the case with neutral nations, excessive 
imports generally developed when the war stopped. Though certain 
of the Central Powers are slower in recovering than the Allies, 
nevertheless, gradual progress has been made, dependent, as indicated 
elsewhere, on improvement of all the other economic factors involved 
in industry, commerce and finance. Speaking of the general recovery 
in 1924, Sir Arthur Salter, head of the Economic Section of the League 
of Nations, recently stated:7“‘ . . . The best index is the move- 
ment in foreign trade. In every country in Europe, without a single 
exception, exports in terms of domestic prices were higher in 1924 
than in 1923. And though weight and quantity statistics are not 
equally complete, it is certain that the increase in actual volume of 
trade was real and substantial.” 

At the bottom of trade and industrial troubles are generally to be 
found shortcomings in public finance. The progress of fiscal stability 
visible in the general revival of 1924 may be said to augur well for 
the future of trade. No attempt will be made here, in a discussion 
of financial questions, to survey trade and industrial conditions ade- 
quately. The trend has been, and is, toward restoration to normal 
conditions.2* The new international alignments of Europe growing 
out of the Peace Treaties set up artificial trade barriers, which are 

27 Address on June 23, 1925, before the Third General Meeting of the International 
Chamber of Commerce at Brussels. 

28 The total world trade in merchandise in 1924 was recently estimated by Sir Josiah 
Stamp to be 80 per cent. of pre-war by volume. In dollar values, however, it was about 
143 per cent. of the total trade in 1913, according to Department of Commerce figures 
for 1924 covering the thirty-six principal trading countries of the world. The difference 
is the decrease in purchasing power of the dollar which is reflected in wholesale price indexes. 
The Federal Reserve Board gives the average index for 1924 as 159 against a pre-war 100. 


The total world trade for 1923 in dollar values was about 130 per cent. of the 1913 total, 
so that 1924 represents considerable improvement. 
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gradually being broken down. The countries most impoverished by 
the war have largely gone through the period of restocking which 
followed the war, and industry has thus gradually been able to start 
again the wheels of production. Monetary disorders have diminished 
to a great extent, and the result has been a new stimulus to the 
general recovery. The tariff policies of the trading countries of the 
world, though based in each individual case on the needs of the 
nation, may be expected to meet the exigencies of trade so far as is 
consistent with the national welfare. 


IN CONCLUSION 


In conclusion, it may be repeated that while 1924 and the first 
half of 1925 have not seen the end of the post-war depression, it 
has moved the world so far in the direction of recovery that sanguine 
hope is something more than naiveté. In watching the course of 
economic restoration certain things should be kept in mind. The 
ultimate solution will not be worked by black magic. It does not 
await the discovery of a new formula by a superstatesman. It will 
rather be reached by the operation of well-known and long under- 
stood principles of human conduct. The Dawes Experts were not 
the discoverers of a new remedy. They did not unearth a single 
new restorative principle in the building of their monumental work. 
Austria had already been ‘“‘saved”’ by the League of Nations eco- 
nomic experts, in a manner similar in many respects and identical 
fundamentally, before the Dawes Commission set about to restore 
Germany. The Dawes Experts were given two things to do in 
Germany in order to insure the ability to pay and the payment of 
reparations: balance the budget and stabilize the mark. But the 
fundamental importance of these two steps in the restoration proc- 
ess had been consistently aired in economic conferences since 1919. 
So has it been with the other economic ills and the means of 
curing them. The fact that restoration is under way is proof 
that long recommended principles are being actively applied. 

It is by no means intended to disparage in the slightest degree 
the achievement of the Dawes Experts nor minimize the enormous 
utility of the Dawes Plan. On the contrary, its function in the 
scheme of restoration can hardly be over-estimated. It was tangible 
evidence to all peoples that restorative processes were in motion. 


[26] 





In reviving confidence it loosed the hitherto cautious effort of those 
elements of society on whose constructive and productive activity 
restoration depends. It gave reality to old principles of economic 
restoration, and added new stimulus where rehabilitation had been 
started. It frankly recognized the fact that externalization of 
large sums of reparations from the debtor country would make con- 
stant adjustment necessary, and it created an official transfer body 
to meet the problems as they arose. Finally, it jarred into being a 
tentative solution to the reparations problem, which unsolved, had 
been a barrier to other sorts of corrective activity, but which solved, 
opened the way to general economic recovery. 
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